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Numerous factors are contributing to an increased interest in    

Public-Private Partnerships in the US

 The US is currently experiencing a period of high infrastructure investment activity

 The US Department of Transportation estimates that upwards of $100 billion per annum is required over 

the next 20 years to simply maintain the country’s existing surface transport infrastructure

 Significant greenfield infrastructure investment is needed throughout the country, driven by demographic 

growth and delayed maintenance

 Supply Side Factors contributing to P3 activity

 Fiscal pressures at the state and local government levels due to cost escalations

 Increased government awareness of and desire to mitigate operating risks

 Demand Side Factors contributing to P3 activity

 Increased capital available for investment

 Infrastructure assets represent long duration investments with diversification benefits

 Infrastructure assets offer a stable return on investment

 Equity investments provide high dividend yields with leveraged growth tied to GDP and/or inflation

 Activity continues to grow

 Chicago Skyway, Indiana Toll Road, Port of Miami Tunnel, Pennsylvania Turnpike, Midway Airport

 BART Oakland Airport Connector, Denver FasTracks, Houston Metro

 Active procurements in Texas, Florida, Mississippi
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Public-Private Partnerships (P3) provide a new source of capital for 

state and local governments

New Option

Public-Private Partnership

 Can be structured to reduce 

impact on taxpayers 

 More capital for given 

project (debt and equity) 

 Operating risk shifted to 

private party

 Just another tool in toolkit

Historical Option #1

Pay-As-You-Go

Historical Option #2

Issue tax-exempt bonds

 Allows conservative amount 

of debt to fund projects 

 Insufficient to accelerate 

priority projects
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A Public Private Partnership can result in more funds today

 Municipal bond investors rely on historical revenues to determine bonding capacity

 Equity investors look for future returns based on growth

 Debt + Equity = Greater Proceeds

Net Toll

Revenues

Municipal Bond Leverage Concession Sale

Today 40 yrsPast

Debt

1.25-2.00x 

Coverage

99 yrs Today 40 yrsPast 99 yrs

Equity 

InvestorDebt

Net Toll

Revenues

Operating 

Efficiencies

Construction/CAPEX

Savings 

Low Cost Debt 

Financing
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There continues to be a surge in Public-Private Partnership activity in 

the US

New York

 Solicitation of Financial 

Advisor
Oregon

 Evaluating private 

concessions on two 

separate greenfield projects

California

 Limited P3 legislation 

approved

 SR125

 Various other P3 projects 

currently being considered

Nevada

 DOT is currently considering 

P3 on a variety of projects

Texas

 Trans Texas Corridor Project; potentially 

six concessions for greenfield projects

 Discussion of privatization of Texas 

Lottery 

 Received a bid of $2.8 billion for SH121

 Houston Metro Solutions 2

Washington

 Evaluating tolling existing 

assets to fund replacement 

bridges using P3

Missouri

 Concession to refurbish and 

maintain bridges

Georgia

 Proposal for I-285 truck toll 

lanes

Florida

 Winning bidder selected to build 

and operate the Port of Miami 

Tunnel

 Various other P3 Toll Road 

projects underway

South Carolina

 P3 Legislation in place

North Carolina

 P3 Legislation in place

Colorado

 Concession for 

Northwest Parkway 

for $603 Mn

 RTD Fastracks P3

Virginia

 Capital Beltway HOT Lanes completed

 $611 Mn Pocahontas Parkway concession

 I-95/395 HOT lanes

Delaware

 P3 Legislation in place

 Potential sale of State Route 1, Route 301 & I-95

Pennsylvania

 PA Turnpike bidding process 

completed, winner announced

New Jersey

 P3 Legislation in process

 Hudson-Bergen Light Rail

 South Jersey Light Rail

Indiana

 Concession sale of Indiana 

Toll Road for $3.8 Bn

 Evaluating bids for 

concessionaires for Lottery

 Potential private 

development of I-69

Illinois

 Concession sale of Chicago Skyway 

for $1.83 Bn

 $563 million Chicago Downtown Public Parking 

System 99 Year Lease

 Illinois Lottery P3 process has been put on hold

 Chicago Midway Airport P3 proposal for $2.52 Bn 

approved by City Council

Utah

 P3 Legislation in place

 Evaluating concession of

Mountainview Corridor

Ohio

 Discussion of 

privatization of Ohio 

Turnpike and Lottery
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While several strategies exist to implement and finance infrastructure 

assets, Public-Private Partnerships offer a unique alternative 

Strategy Description

1) Public Ownership Traditional delivery system – design, 

construction, O&M, governance, etc., remain 

with public entity

Same as above except certain activities may 

be contracted for – i.e., design/construction, 

operations, etc.

2) Private Contracting

All activities, including the setting of rates/ 

fares, are controlled by a private entity 

4) Private Ownership

Public owns facilities and maintains 

governance, enters into lease agreement 

with a private entity that is responsible for 

operations, maintenance, construction 

3) Concession/ Lease AgreementStrategies 2-4 

are variations 

of P3 

alternatives
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Spectrum of Private Sector Risk and Involvement

Government

Owns – Operates

Design – Build

Design – Build

Operate – Maintain

Design – Build

Finance – Operate – Maintain

(“Concession Model”)

Build, Own, Operate  

- Transfer

Build, Own, Operate

Private Sector

Owns and Operates

Traditional 100%

Government Owned Model

Government owns 

asset; private sector designs

and builds to meet public

specifications often for a fixed

price. Cost risk transferred

to private sector

Government owns asset;

private sector design, builds

and operates. Cost and

operational risk transferred

to private sector.

Government owns

asset; grants private

sector the right to develop asset

and receive revenues generated.

Private sector takes cost and

operational risk. Performance

standards and rates defined in

concession agreement.

Current “P3”

Model

100% Privatized

P
ri
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R
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k
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Private Sector Involvement

Key difference: Private Sector

financing in”P3” approach

Private sector

owns and operates

asset to provide governmental

service. Performance

standards are defined initially

and regulated/monitored on

ongoing basis.

Private sector

initially owns asset:

finances, designs, builds and

operates asset for defined period

and receives revenues for defined

period. At end of period,

ownership transferred to

government.
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P3 Benefits

 The Public-Private Partnership (“P3”) offers a new approach to achieve efficient project 

delivery and transfer certain operational and construction risks to the private sector

 Possible benefits of P3 approach

 Design-Build Savings – Reduced construction costs

 Operations and Maintenance Savings – Reduced O&M costs

 Private Sector Financing – Longer-term debt and wide array of financing tools

 Long-term Risk Allocation and Transfers

 Long-term lease provides tax benefits to private partner that can flow through as savings 

to public agency

 This approach should be considered alongside others to develop an optimized plan for the 

government agency

 Innovative debt structures

 Public-Private Partnerships (P3)

 Public-Public Partnerships

 Revenue enhancement and investment opportunities, including Transit-Oriented 

Development (TOD)

 Traditional government own and operate model
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What is contractual nature of a P3?

 Public-Private Partnerships are an innovative financing and project delivery structure where a 

public entity partners with the private sector to build and operate an infrastructure project

 Public-Private Partnerships are long-term contractual arrangements with private sector 

partners to build and operate new facilities in return for annual “lease” payments that are paid 

to the private partner if the facility is available for use

 Agency retains ownership of all assets

 Agency retains oversight over policy items, including fares and design/operational 

standards

 P3 projects go a step beyond traditional DBOM procurements by incorporating financing into 

the private sector role

 P3’s have been successfully used to deliver projects on time and on budget; they are known 

for accelerating project delivery at reduced cost
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How does P3 apply to transit agencies?

Net Revenue 

Generating  Assets

P3 concession can: P3 availability concession structure can: 

 New tolled 

facilities

 Existing tolled 

facilities

Subsidized Assets

 Transit

 Non-tolled roads

 Raise funds for new 

projects

 Build new “green-field” 

toll roads 

 Transfer risk 

 Reduce costs 

 Increase certainty

 Accelerate funding/ 

project completion
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P3 Investor Universe Overview

 Infrastructure Equity Funds – Have 

experience in government concession structures 

and are attracted to stable cash flows provided 

by P3 projects

 Construction/Engineering Firms – Can create 

value by optimizing construction phases; equity 

participation would further align interests with 

potential partners

 Operators – Experience with similar 

procurement structures in Europe and Asia; 

critical partners in project delivery and ongoing 

operation

Infrastructure

Equity

Funds

Operators

Construction/ 

Engineering 

Firms



II. Availability-Based P3 Structures
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Potential Transit P3 Financing Structures

 “Toll Road” type concession structure

 Net revenue generating asset

 Long-term, steady returns to attract equity

 Some fare flexibility

 Pure availability-based concession

 Payments to concessionaire depend upon performance, with clear penalty system to 

ensure that concessionaire is bearing meaningful risk

 Primarily debt financed, with investor looking at agency’s ability to pay the availability 

payment 

 Taxable cost of capital, but effective borrowing cost could be reduced 

 Possible to qualify for tax-exempt Private Activity Bonds

 Equity provided by parties to concession as well as third-party investors

 Hybrid structure

 Equity investment in ridership, parking and real estate reduces public subsidy 

 Public subsidy can be provided in the form of annual fixed or availability payments to 

concessionaire, or agency tax-exempt debt
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Availability-based P3 structures can transfer significant risk to the 

private sector

 Base unitary charge with deductions for “unavailability”

 Payments to concessionaire depend upon performance, with clear penalty system to ensure 

that the concessionaire is bearing meaningful risk

 Concessionaire has an incentive to manage maintenance program efficiently in order to avoid 

disruption to users and maximize payments

 Structure allows for capital markets’ financing of the concessionaire

 Typically considered as slightly higher quality cash flows than a pure traffic model by the 

rating agencies, depending on the likelihood of breaching availability conditions



16

Summary of Availability-Based (DBFOM) P3 Approach

 Contractual agreement between government agency and a private partner to construct, 

operate, maintain and finance a project in return for periodic lease payments

 Could include a combination of some or all of these components

 Lease payment to private partner would be lower than if project were financed/operated 

by the agency

 Not a sale of assets, nor a privatization

 Agency retains ownership of all assets

 Agency retains oversight over policy items, including fares and design/operational standards

 Agency retains right to reduce payments and ultimately cancel agreement if private operator 

does not perform

 Agency, with P3 Advisor, will run an open, competitive process to select a private partner who 

will best achieve the goals of the agency

 Agency can voluntarily elect to stop the P3 process at any time prior to contract award

 Public-Private Partnership will be long-term (30-50 years) to drive the greatest value and 

lowest cost
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A competitively bid P3 process will drive significant savings

 A competitive bid process will cause bidders to provide the lowest availability/lease payment 

they can accept to make the project viable

 Private sector partners will likely build the following project savings into their bid

Cost savings 

assumptions

Construction 

and maintenance 

coordination

Heightened 

accountability

Potential labor 

savings

Cost savings 

assumptions

 SH 121

 Port of 

Miami 

 Integration of 

design and 

construction

Heightened 

accountability

Aggressive debt 

and equity 

structures to 

lower financing 

cost

Maximization of 

tax benefits 

Possible use of 

Private Activity 

Bonds

 Incentives to 

start/ finish 

earlier

Penta-P 

accelerates New 

Starts grant 

approval

Reduces impact 

of inflation

Construction 

Cost Savings

O&M Cost 

Savings

Revenue 

Optimization

Financial 

Engineering

Project 

Acceleration

Maximize non-

fare revenue

Parking and 

transit-oriented 

development 

related revenues

Lowest Availability/Lease Payment = Greatest Savings
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The Concession Agreement would be tailored to key public policy and 

operational issues

 Design & construction

 Project completion

 On-time performance

 Customer service 

 Environmental 

 Lighting

 Fares

 Renewal & Replacement

Standards

 Project Delivery

 Compatibility

 Durability

 Safety

 Capacity

 Reliability

 Cleanliness

 Diversity

Objectives

Availability, performance and ridership criteria

Revenue generation

Concession Agreement

Contract Monitoring

Payment Mechanism

(Price + Service Adjustment) x Inflation x Availability factor

- Availability Deductions

- Performance Deductions

+ Ridership Incentives

Availability Payment
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Key P3 Considerations and Questions

 The Concession/Lease Agreement provides the agency control over 

fares, design & construction standards, operating standards and 

other key parameters

 The public agency  will control fare levels.  The Concession/Lease 

Agreement could provide for participation in fare revenues or 

payments tied to ridership (unless value is captured solely through 

lease payment)

 Concession/Lease Agreement is accompanied by operating 

standards outlining specific ongoing criteria that the agency  will 

oversee with risk of termination for failure to perform

 After some opportunities to cure the problems, the agency  can take 

back the asset without any responsibility for the Concessionaire’s 

debt and equity obligations

 Huge pools of pension fund and other investor monies are being 

allocated to the infrastructure space. There is particularly strong 

demand for US infrastructure assets due to their stable and 

predictable cash flows as an asset class

 Typical term is likely 30 to 50 years to create sufficient time for 

investors to achieve returns commensurate with the risk they are 

taking

 Don’t I lose control?

 What will happen to fares?

 How does the agency  retain control?

 What if the private operator doesn’t perform? 

 Why is there demand for these assets now? 

 What is the necessary term to create interest 

for prospective investors?

AnswerQuestion


